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The Honorable James G. Watt
Secretary of the Interifor
Washington, D.C. 20240

Dear Mr. Secretasry.

1 am pleased to transmit to you the report of the Commission
on Fiscal Accountability of the Hation‘s BEuargy Resources.

During the past six monthe, the Coamission has iovestigated
the serious allegations of massive irregularities in royalty
paymsnts due the Federal goveroasnt, Indisn tribes, asnd
States; and the allegations of theft of oil from Federal and
Indsan lands. PFroms the outset and throughout our delibera-
tions, we have sought aod obtained the active parcicipstion
of sll those having psrticular iunterests in our findiogs
State off{cials, Indian tribes, oil and gas compenies, United
Ststes Geological Survey and others within the Department
of the Interior, Canaral Accounting Office, snd committees
of Congress., among others.

In its work, the Comsission has maintaiued 2 position of inde~-
pendence and objectivity, giviog full and balauced considera-
tion to all points of view. We believe our findings give a
comprehensive and fair analysis of the conditiocns and rela-
tionships chat now prevail vithin and among the institutfions
iavolved in royalty msaagemsnt. It is the unanimous judgment
of the Cosmission that {f ths upanytog 4 wdations
are adopted, a wmajor etep will have been takea to bring
full and proper accountsbility to the msnsgemsot of Federsl
royalties.

Partictpstion 1n the work of the Commissian has been a chal-
Leaging opportuaity to serve our MNation, and 2o join {n the
President's attack on fraud, waste sad isefficiency im the
Federsl governmsnt. We appreciste having this privilege.

Raspectfully subamitted,
David P. Linowes
Chairsan



-

Devid F Unowes

Michel T Heibouty
Mary Gardines Jones
Charies J Mankin
Emer B Stase

Commission on Fiecal Accountabiiity
of the Nation's Energy Resources
Sune 403

111 150 5L NW
Washingion, 0 C. 2008
(202) 653-9081

Jaousry 21, 1982

The Hoaorsble Edwia L. Harper
Assistant to the President
Cheirman,

Council on Integrity and Xfficieacy
The White House

Washiongron, D.C.

Dear Mr. Barper

1 a» plessed to trassmit to you the report of the Commission
on Fiscal Accountability of the Nation's Ecergy Rasources.

Duriag the past six moaths, the Cosmission has Lnvestigated
the serious sllegations of wassive irregularities in royalty
paywsnts due the Federal goveromsnt, Indian tribas, and
States, and the sllegstions of rheft of oll from Pederal and
Indisn lands. From the outset and throughout our delibera-
tious, we have sought and qbtaioed the active participacioa
of all chose having particuler interests in our findings:
State offfctals, Indisn tribes, oil and gas companies, United
Stptes Geologicsl Survey and others within the Despartmsat
of the laterlor, General Accouating Office, and committees
of Congress, swong others.

In 1ts vork, the Commission has waintsined a posicion of fude-
peadence aod objectivity, giviag full aod bslaaced considera-
tion to all points of viev, Ve believe our findings give &
comprehansive snd fair anelysis of the conditions snd rels-
tionships thset aow prevail withia and ssong the tnstituctions
favolved ia royalty msasgemsut. It is the unaniwous judgment
of thse Cowmlasion that 1f the accompanyiog recomsendations
are adopred, s major step will have Dbeen taken to bring
full aod propar sccountsbility to the msnagemsar of Pederal
royalties.

Participatios in the work of the Cosmission has deea & chal-
lenglng cpportunity to serve ouwr HNation, and to join in the
President’'s attack on fraud, wsete aocd insfficieacy in the
Federal goverument. We appreciate having this privilege.

Raspectfully audbmitted,

) );' ﬁw&
David FP. Linowes
Chairman
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PREFACE

The Commission on Fiscal Accountability of the
Nation's Energy Resources has completed the tasks
established for it in 1its Charter of July 8, 198l1.
Those tasks were:

° To examine the allegations of
massive irregularities in royalties
on the Nation's energy resources
which are owed to the Federal
government, Indian tribes, and
States;

° To investigate the allegations of
theft of oil from Federal and
Indian lands; and

° To make recommendations for improv-
ing flecal accountability of the
Nation's energy resources.

The Commission's findings and recommendations are
set forth in this report. Each of the recommenda-
tions was adopted unanimously by the Commission.

The Commission could not have completed its work on
these complex and urgent matters in a timely fash-
ion without the active cooperation of a great many
people and institutions. Throughout the life of the
Commission, our activities were coordinated with
the President's Council on Integrity and Efficiency
in Government. We received unstinting help frowm
the Department of the Interior; from other government
agencies, such as the General Accounting Office,
the Internal Revenue Service, and the Office of
Managemeat and Budget; as well as, from Members of
Congress and their staffs.
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The Commission was 2lso aided immeasurably by States,
Indian tribes, the of{l aod gas tadustry, and private
citizens who appeared before the Commission at flve
sets of comprehensive public hearings. Many of those
testifylag provided followup assistance as well.

We are also indebted to scores of other individuale
who gave their time and professionsl expertise. We
particularly want to recognize the competent contri-
butions and unfailing assistance of William L. Kendig,
Director of Financial Management of the Department of
the Intertfor, and Wiley W. Horsley, Jr. and Richard E.
Powers of that office. Miltoa J. Socolar, Joha F.
Simonette, Jeffrey C. Steinhoff, and Darby W. Saith
of the General Accounting Office were wost reaponsive
to the Commission's needs. Dallas L. Peck, Doyle G.
Frederick, R. Michael Gall, and J. Ronald Jones of
the U. S. Geological Survey all cooperated generously
and graciously.

Our staff, led by its Executive Director, Charles L.
Elkins, performed with unusual devotioun to our demand-
ing schedule. Our sincere appreclation to each of
them.

Finally, the Commiseion wishes to acknowledge that
much of its effort rests on a body of work on oil and
gas royalty management completed over the lagt twenty
years by the General Accouuting Office, the Department
of the Interior, and various Congreesional committees.

The Commission's charge broadly covers the Nation's
energy rvesources, which include hard mineral euergy
resources such a8s coal and uranium as well as ofl
and gas. We are aware of problems in the management
of cosl and uranlum royalties, and these are briefly
addressed in Chapter Eight of this report. But for
the present and the near future, oll and gas are domi-
nant, ptoviding 97 percent of the royalties from Fed-
eral and Indian energy resources. For this reason,
this report essentially is focused on oil and gas.

Preface wil

The Coumisslon has viewed ite efforts as coantributing
to the prudent managewent of the country's energy
resources, and to stopping any loss of revenues
rightly due to the Federal governmant, the States,
and Indians. Equally, we recogalze that democratic
institutions rest on a8 foundation of faith in the
competence and accountabllity of government. We be-
1ieve thatl the measures recommended by this Commission
can help to strengthen that faith.

David F. Linowes
Chairman



SUMMARY

Management of royalties for the Nation's energy re-
sources has been a failure for wmore than 20 years.
Because the Federal government has not adequately
managed this multibillion dollar eaterprise, the oil
and gas industry is not paying all the royalties it
rightly owes.

The government's royalty recordkeeping for Federal
and Indian oil and gas lesses is in disarray. For
this reason, the exact amount of underpayment 1is
unknown. The results of individusl audits, which
have often uncovered large underpayments, suggest
that hundreds of millions of dollars due the U.S.
Treasury, the States, and Indian tribes are golag
uacollected every year.

In addition, oil thefts are occurring on Fedaral and
Indian leases. The extent of theft and the amount
of royalty losses from theft are unkaown, but it 1is
well documented that security at wmany Federal and
Iodian lease sites 1s lax and is an open invitation
to theft.

The Nation can ao longer afford wmismanagement of
royalties for its energy resources. The stakes are
too high. With the rapid escalation of energy prices,
oil and gas royalties have risen from less than $500
million in 1971 to more than $4 billion in 198l1.

The goverament's royalty management system needs a
thorough overhaul. This report of the Commission on
Fiscal Accountability of the Nation's Eanergy Resources
details 60 specific recommendations (listed in Chapter
Monoe of the report) for revising and rebuilding the
system. Underlying these recommendations are some
fundamental conclusions the Commission reached in
the course of 1ts intensive inquiry:
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The government's royalty wanagement system must
have qualified managers. The scientifically ori-
ented Geological Survey, which now manages royal-
ties, has never been able to supply the active,
sophisticated management that 1s needed. It is
largely for this reason that the Commission recom-
mends removing the royalty management function
from the Geological Survey. In a separate office
with a8 clearly defined missioa, royalty wmanage-
went could attract managers with the training
and experience required.

The Federal government should work more closely
with States and Indian tribes. In fulfilling tts
royalty management responsibilities, it should
cooperate much more than it has in the past with
States and Indian tribes, sharing both informa-
tion and specific tasks, such as auditing angd
site inspection.

The Federal government should perform an oversight
rele. It must not waste its limited resources
on tasks that are {ndustry's responsibility. In
managing royalty collection, it should not remaln
mired in bookkeeping details that rightly belong
to the lessee. Instead, it should develop system-
atic, independent cross checks of royalties paid
and reports submitted by companies, and it should
{mpose meaningful penalties for false statements
or gross errors. In helping to prevent theft, the
government should not issue detatled, rigid regula-
tions for security of lease sites. Rather, 1t
should monitor the companies’' performances in car-
ryiag out their own site security plans and should
penalize violations,

The ol1 and gas industry should carry out its ob-
1igation, as lessee, to pay royalties in full and
on time. The industry, not the government, has
primary responsibility for the detailed record-
keeplng needed to assure that all royalties are
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patd. The ladustry also has the obligation to
assure the Security of lease sites. The industry,
not the government, 18 best sulted to develop
effective eite security plans, subject to the
government's minimum standards.

If there is one concept that sums up the Commission's
overall approach, Lt is accountability. 0il and gas
cogpanies must be held accountable for the obliga-
tions they undertake when they lease Federal and
Indian lands for minerals production. The Federal
government must be held accountable for fulfilling a
public trust, that 1s, assurfaog that royalties for
the Nation's energy resources are fully and fairly
collected on behalf of the people of the United
States.

The Federal government has not fulfilled thig trust
in the past 20 yearas. It 1s now taking steps to
better its performance. Complex and demanding as
the task may be, 1t 1is achievable Lf the lateraal
coantrols, site security standards, and sanctions
reconmended here are wmade part of an improved royalty
management system.



